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Abstract: The Indian banking sector has undergone rapid transformations following the waves of 
reforms mainly in post 1990s. The overall orientation of the banks has changed enormously due 
to technological up gradation, competition and liberalization. Such changes have compelled 
Indian banks to think in a different way for the purpose of its survival in a highly competitive 
scenario. As a result, banks started focusing on diversifying their sources of Income which is 
expected to bring in volatility in the sources of earnings. In this paper an attempt has been made 
to identify the trend and volatility of different sources of income i.e. Net Interest Income(NII) & 
Non-Interest Income (NON) of banks operating in India. Results indicate that NON bears a 
grater potentiality to stabilize earnings as compared to interest earning source. 
Key Words: NET (Net Interest Income), NON (Non-interest Income), NOR( Net Operating Revenue), 
CAGR (Compound Annual Growth Rate),  Volatility 
Introduction: 
The Indian banking sector has undergone 
rapid transformations following the waves 
of reforms mainly in post 1990s. The overall 
orientation of the banks has changed 
enormously due to technological up 
gradation, competition and liberalization. To 
maintain the level of Indian banking 
standard with international banking standard 
it became obvious for the policy-makers to 
introduce intermediaries in order to bring 
Indian financial market at par with 
international standard. A committee was set 
up by the Government of India headed by P. 
V. Narasimha Rao  to suggest 
recommendations to come out of the 
problem. The Narasimham Committee 
Report (1991) recommended several reform 
measures such as reduction of reserve 
requirements, introduction of prudential 
norms, strengthening of bank supervision 
and improving the competitiveness of the 
system. The major step was deregulation of 
interest rates and opening up of the banking 
sector for private banks such as the New 
Generation tech-savvy banks, and including 
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Global Trust Bank (the first of such new 
generation banks to be set up), which later 
amalgamated with Oriental Bank of 
Commerce, Axis Bank (earlier as UTI 
Bank), ICICI Bank and HDFC Bank and 
foreign banks. Licenses were granted to 
many foreign and new generation private 
sector banks. This has resulted into 
increased competition in the sector which 
reduced the profit-share of banks and forced 
individual banks to identify avenues to earn 
profit through diversified activities. The 
banks were compelled to think in a different 
way for the purpose of survival in a highly 
competitive regime. As a result, banks 
started focusing on diversifying their major 
sources of Income and that ultimately 
increased the volatility in their major 
sources of earnings. In this study an attempt 
has been made to identify the trend and 
volatility of different sources of income i.e. 
Interest Income & Non-interest Income of 
banks operating in India.  The entire paper is 
divided into five subsections. Section: I 
present the theoretical & conceptual 
framework, Section: II contain Review of 
Literature, Section: III represent the 
Research Design and Methodology, 
Sections: IV deals with empirical results of 
the study and the last section represents 
Findings & conclusion of the study.   
Conceptual  Framework: 
The term ‘income’ can be defined as the 
amount received in exchange for providing 
goods and services; it is a financial gain 
arising out of different business transactions 
during a period. According to Accounting 
Dictionary Income means “money earned 
during an accounting period those result in 
an increase in total assets”. So far as the 
banking is concerned, income can be 
divided into two categories- Interest Income 
and Non-interest Income or Other Income. 
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Interest Income: The major portion of 
Interest Income of bank is generated from 
the loan which it extends to individuals, 
business organizations and other institutions. 
Interest-income is mainly derived by way of 
Loans and Advances apart from other 
sources like Certificates of Deposits, 
Savings Account with other banks and 
institutions, Treasury bill and Bonds and 
other securities. Bank analysts generally 
prefer to compute Net Interest Income 
(NET), also termed as spread which is 
simply the difference between Interest 
Earned and Interest Expended. Figure 1 
depicts the typical sources of Interest 
income of a bank.  
 Interest/discount on advances/bills: 
Includes interest and discount on all types of 
loans and advances like cash credit, demand 
loans, overdrafts, export loans, term loans, 
domestic and foreign bills purchased and 
discounted (including those rediscounted), 
overdue interest and also interest subsidy, if 
any, relating to such advances/bills. 
Income on Investments: Includes all income 
derived from the investment portfolio by 
way of interest and dividend 
Interest on balances with RBI and other 
inter-bank funds: Includes interest on 
balances with Reserve Bank and other 
banks, call loans, money market placement, 
etc. 
Other: Includes any other interest/discount 
income not included in the above heads.  
Non-Interest Income: Income earned by 
providing variety of services distinct from 
the traditional ones as discussed above, to 
the different sectors of the economy can be 
term as Non-interest Income or Other 
Income. Figure: 2 depicts the different 
Sources of Non-interest Income which 
includes trading of securities, assisting 
companies to issue new equity financing, 
commissions on securities and wealth 
management. It is generated from the 
application of fees, rather than from interest 
that is applied to the outstanding balance of 
a financial account. The fee for a particular 
service is based on the cost of providing it, 
staff time, technology and safety measures 
for any risks involved and the value-added 
benefits the customer receives. A major 
source of non-interest income is the fees 
associated with the management of customer 
accounts. Figure below depicts the different 
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avenues of Non-interest Income or Other Income of banks. 
  
Commission, exchange and brokerage: 
Includes on all remuneration on services 
such as commission on collections, 
commission/exchange on remittances and 
transfers, commission on letter of credit, 
letting out lockers and guarantee, 
commission on Government business, 
commission on other permitted agency 
business including consultancy and other 
services, brokerage etc., on securities. But, 
in does not include foreign exchange 
income. 
Net Profit on sale of investments:  Net 
position of gain and losses from sale of 
securities held on maturity shown under this 
head. 
Net profit (loss) on revaluation of 
investments: The net position of revaluation 
on investment is shown under this head and 
if any loss occurs after revaluation of 
investment it will shown as a deduction. 
Net profit on sale of land, building and 
Other Assets: :  Net position of gain and 
losses  from sale of  furniture, land and 
building, motor vehicle, gold, silver, etc., 
shown under this head. 
Net profit (loss) on exchange transactions: 
Includes Profit or Loss dealing in foreign 
exchange ,all income earned by way of 
foreign exchange, commission and charges 
on foreign exchange transactions, excluding 
interest. The income recorded here will be 
Figure: 2 
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shown after setting off losses on exchange 
transactions. 
Miscellaneous income: All residual income 
arising out of miscellaneous sources such as: 
income from bank owned property, 
recoveries from constituents for godown 
rents, security charges, insurance etc.  
Review of Literature:  
Though studies on diversification and 
volatility has enriched the banking literature 
over years, but there exists scanty of studies 
in Indian context particularly devoted to 
analysis of volatility of earnings of banks in 
India. Also the matter of impact of 
diversification on bank risk and return have 
also not gained any research attention except 
for a paper by Ramasastri, Samuel and 
Gangadaran (2004) who made an attempt in 
Indian context to examine whether Non-
interest Income of the bank has helped in 
stabilizing the total income i.e. operating 
revenue of the schedule commercial banks 
during the period of 1997-2003. At the 
aggregate level they found that Interest 
Income of the banks is more stable than 
Non-interest Income. Further it was 
identified that in case of State Bank of India, 
Foreign banks and old private sector banks 
non-interest income helped stabilize 
operating income. However in case of 
nationalized banks and new private sector 
banks the results were opposite. 
However the much referred paper relating to 
diversification is by Stiroh (2002) who in 
context of US banking sector found that the 
sector is steadily increasing its reliance on 
non-traditional business activities that 
generate fee income, trading revenue and 
other types of noninterest income. Greater 
reliance on noninterest income, particularly 
trading revenue is associated with higher 
risk. Similar by D’Souza and Lai (2004) 
attempted to measure the effects of 
diversification on risk and returns and on 
bank efficiency in Canada during the period 
of 1997-2003. They found, so far as returns 
are concerned, returns are not as high as 
compared to the risk taken by the banks. 
Efficiency of the banks have not improved 
as compared to the amount of risk taken by 
the banks but it has been found that a merger 
between banks with different business lines 
having some similarities in the composition 
of their portfolio can result in improving 
efficiency of the banks. Lepetit et al (2005) 
conducted a study in 14 European countries 
and found that the banks which have 
expanded into non-interest income activities 
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has taken a higher level of risks as compared 
to the banks which are dealing in traditional 
activities. A closer investigation revealed 
that risk is positively correlated with the 
share of fee based activities but not with 
trading activities. Davis (2002) found EU 
banks have not been able to increase their 
non-interest income sufficient to offset 
falling interest  and they concluded that 
relation of non-interest income to 
profitability tends to be positive. Followed 
by Mahadevan (2002) describes some major 
changes in the banks business occurring 
during the financial reforms period, 
affecting the profitability. Where Nash 
(1993) found that credit Card lending 
specialization gives higher and more volatile 
returns than achieved by banks with 
conventional product mixes and Bhatt 
(1999) found that fee-based income need not 
be more stable than income from traditional 
banking activities.  
Research Design 
The present study is directed to identify the 
trend and volatility of different sources of 
Income i.e. Net Interest Income & Non-
Interest Income of  Banks operating in India 
during the period of 1995-2014. 
Data: All bank level data in the study has 
been obtained mainly from the Reserve 
Bank of India publications, i.e., Report on 
Trends and Progress of Banks in India, 
Statistical Tables Relating to Banks in India 
etc. The study period cover the period of 20 
years starting from 1/4/1994 to 31/03/2014 
covering 40 commercial banks including 25 
public sector banks and 15 Indian private 
sector banks are taken into consideration.  
Methodology:.  
Volatility Measures: 
The move towards diversification is mainly 
motivated to stabilize the returns by 
reducing the volatility. It is expected that 
income diversification by way of focusing 
on fee or non-interest based sources can 
bring about stability primarily due to its 
non-dependence on the overall business 
conditions and therefore considered as a less 
volatile source of revenue. For the purpose 
of the present study, volatility of earnings is 
measured statistically by computing the 
variance and co-variance. Following 
(Stiroh,2002), the contribution of each 
component to the overall volatility of 
revenue is ascertained in the following 
manner: 
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࣌૛ࢊ ܔܖࡻࡼࡾࡱࢂ =∝૛.࣌૛ࢊ ܔܖࡺࡻࡺ + (૚−∝)૛.࣌૛ࢊ ܔܖࡺࡱࢀ + ૛.∝. (૚−∝).࡯࢕࢜(ࢊܔܖࡺࡻࡺ,ࢊ ܔܖࡺࡱࢀ)	  
The above equation is a growth 
model whereby annualized growth 
(represented by d) in each variable is 
computed taking the natural log (ln). α 
represents the average share of Non-Interest 
Income in the total operating revenue (1- α) 
is the share of Net-Interest Income in the 
total operating revenue.. Thus 
∝૛.࣌૛ࢊ ܔܖ ࡺࡻࡺ	represents the contribution of 
Non-Interest income in the overall volatility 
of operating revenue, (૚−∝)૛.࣌૛ࢊ ܔܖࡺࡱࢀ 
represents the contribution of Net Interest 
Income in the overall volatility. 
࡯࢕࢜(ࢊ ܔܖࡺࡻࡺ,ࢊ ܔܖࡺࡱࢀ)	 represents the 
joint contribution of NON and NET on the 
overall volatility. 
Besides, other statistical Tools like 
Mean, Standard Deviation, Coefficient of 
Variation (C.V.), Coefficient of Correlation 
& Compound annual growth rate (CAGR) 
has been used. 
Empirical Results: 
Growth and Volatility: 
Table: 1 represents the Non-Interest 
Income (NON), Net-Interest Income (NET) 
& Net Operating Revenue(NOR) of All 
Public, Private & Commercial banks during 
the period of 1995 to 2014. The Net 
Operating revenue (NOR) of All Public 
sector banks on an average is Rs. 89,132 
Crores for the period of 1995-2014. Net 
interest Income (NET) constitutes about 70 
per cent of the NOR which amounts to Rs. 
63,181 Crores. The Non-Interest income 
(NON) contributes 29.58 per cent to the 
NOR which amounts to  Rs. 25,950 Crores. 
The volatility in terms of variance of  both 
the components range between 55 to 61 per 
cent, where in terms of Co-efficient of 
Variation it ranges between 73 per cent to 85 
per cent. The volatility of NET (both in 
terms of  variance as well as co-efficient of 
variation) is higher as compared to NON. It 
is thus apparent that NET has a greater 
contribution towards to volatility of  NOR. 
The Compound Annual growth Rate 
(CAGR) of all the components of income 
has displayed a mixed trend. NET registered 
the maximum growth of 14.85 per cent 
while Non interest income displayed the 
lowest growth i.e. 13.86 per cent only.  
The Net Operating revenue (NOR) 
of all Private sector banks on an average is 
Rs. 17,790 Crores. Net interest Income 
(NET) constitutes about 66 per cent of the 
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NOR which is almost 4 per cent less than 
the NET of Public sector banks. The Non-
Interest income (NON) contributes 34 per 
cent to the NOR which amounts to Rs. 5,964 
Crores which is 5 per cent more than the 
NON of Public sector banks. The Variance 
of NET is 170 per cent which is 6 per cent 
above from NOR and 13 per cent above 
from Non-interest income which is very 
high as compared to public sector banks. 
The Co-efficient of Variation of NET is also 
very high as compared to NON, co-efficient 
of variation of  NET is 3 per cent higher 
than NOR and 8 per cent higher than NON. 
On the basis of the value of variance and 
Co-efficient of Variation we can say that 
both the components of income of Private 
Sector banks have remained highly volatile 
during the entire period of the study. A 
mixed trend can be noticed in the 
Compound Annual growth Rate (CAGR) of 
all the components of income of private 
sector Banks which was not visible in case 
of Public sector Banks. NET registered the 
maximum growth i.e.26 per cent followed 
by NOR which was found 25.54 per cent.  
The Net Operating revenue (NOR) 
of all the commercial banks on an average is 
Rs. 1,08,453 Crores for the period of 1995-
2014. Net interest Income (NET) constitutes 
69.74 per cent of NOR which amounts to 
Rs. 76,092 Crores on an average. The Non-
Interest income (NON) contributes about 30 
per cent to the NOR which amounts to Rs. 
32,361 crores on an average. The Values of 
Variance and Coefficient of Variation 
indicate almost similar variations for all the 
sources of income ranging between 0.66 to 
0.68 per cent. The Variance of Net-interest 
income(NET) computed at 68 per cent 
which is 2 per cent above from Non-Interest 
income(NON) and Net operating 
revenue(NOR). The coefficient of variation 
of Net-interest income(NET) also remained 
high as compared to NON i.e. 95 per cent, it 
means NET has a greater contribution 
towards the volatility of Net operating 
revenue (NOR). The Compound Annual 
growth Rate (CAGR) of all the components 
of income has remained 15 per cent during 
the whole period (1995-2014). Net Interest 
income registered the maximum growth 
i.e.15.51 per cent, followed by Net 
Operating Revenue which is 15.45 per. 
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Figure:3.
CAGR of  NON, NET & NOR of All Public Sector 
Banks (1995-2014)
NON NET NOR
Table: 1 
Non-Interest Income (NON), Net-Interest Income(NET) & Net Operating Revenue(NOR) of All Public, Private & Commercial 
banks (1995-2014) 
 All Public Sector Banks All Private Sector Banks All Commercial Banks 
 
 
Mean               
( In Crore 
Rs.) 
NON 
(In ‘000’ Rs.) 
NET 
(In ‘000’ Rs.) 
NOR 
(In ‘000’ Rs.) 
NON 
(In ‘000’ Rs.) 
NET 
(In ‘000’ Rs.) 
NOR 
(In ‘000’ Rs.) 
NON 
(In ‘000’ Rs.) 
NET 
(In ‘000’ Rs.) 
NOR 
(In ‘000’ Rs.) 
25,950 63,181 89,132 5,964 11,825 17,790 32,361 76,092 1,08,453 
Variance 0.55 0.61 0.59 1.58 1.70 1.64 0.66 0.68 0.66 
CV 73.73 90.57 84.98 128.85 140.45 136.38 82.93 95.18 90.98 
CAGR 
(In %) 13.86 14.86 14.59 24.72 26.03 25.54 15.32 15.51 15.45 
Source: www.rbi.org.in 
 
 
Trend Analysis: 
Figure:3. Reflects the trend in NET 
of Public Sector banks which displayed an 
increasing trend from P1(1995-99) to period 
P2(2000-04) thereafter a declining can be 
seen from the period P2(2000-04) to 
P3(2005-09) but coming at end of P4(2010-
14) an upward trend can be observe in NET, 
it can be seen that NON influences the trend 
of NOR from the period P1(1995-99) to the 
mid of P2(2000-04) thereafter, NET 
influences the trend of  NOR.  
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Figure: 4.
CAGR of  NON, Net & NOR of All Private Sector 
Bansk (1995-2014)
NON NET NOR
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Figure:4 displayed that both the 
sources of Income of NOR i.e. NON & NET 
reflects somewhat a similar trend. NON, 
NET & NOR exhibited upward trend 
throughout the period from P1(1995-99) to 
the mid of P3(2005-09) and then followed 
by downward trend from the period 
P3(2005-09)  onwards. However the growth 
of NON (CAGR) was found highest than 
NET 
& NOR. NON, NET & NOR decline very 
sharply in P4(2010-14)  but the decline of 
NET is not as sharp as compare to NON & 
NOR. Both NON & NET influences the 
growth of NOR in a positive way. 
 
 
 
 
 
F
igure: 5 exhibited a sharp increase in its 
growth rate (CAGR) throughout from the 
period P1 (1995-99) to period P2 (2000-
2004). The Net Interest Income (NET) 
exhibited a reverse trend which displayed a 
declining trend in its growth from P1(1995-
99) to P2(2000-04) followed by sharp 
increase thereafter. It follows from the 
above analysis that NON appears to be more 
influencing source of income in determining 
the trend of NOR. 
Trend in Different Components of 
Income: 
Figure 6 exhibits that NET to NOR 
is significantly higher than that of NON to 
NOR. Further the trend in both the variables 
is roughly constant. Figure 7 presents the 
trend of two important components of NON 
i.e, Commission income to Non-interest 
income (COM/NON) and Net results from 
financial operations to Non-Interest Income 
(OPFIN/NON). The proportion of 
COM/NON and OPFIN/NON reflects a 
reverse trend. COM/NON initially exhibited 
a downward trend between the period 1995 
to 2004 where after an increasing trend is 
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Fugure: 5 CAGR of  NON, NET & NOR of All Commercial Banks (1995-14)
NON NET NOR
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Proportion of  NON and NET on NOR of All 
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Proportion of  COM and OPFIN on NON of 
All Commercial Banks (1995-2014)
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identified. This trend is reversed in case of 
OPFIN/NON.  
  
 
If Non-Interest Income bears the potentiality 
of increasing returns and stabilizing the 
overall revenue its  become necessary to 
identify the volatility of earnings of each 
source of Non-interest income and an idea 
about the volatility of earnings can be 
obtained by drawing a trend line. Figure:6 
reflects that the within NON, OPFIN 
accounted for maximum fluctuations. 
Commission income is found to be more 
stable throughout the study period.
 
 
 
 
 
 
 
Volatility Results: 
Table: 2 reveals that the volatility as 
indicated by the variance of net operating 
revenue has been declining over years. It has 
reduced from the peak 0.36 in 1995-1999 to 
0.023 in 2000-2004. This is followed by an 
increase in 2005-2009 to 0.248 followed by 
a decline in 2010-13 to 0.196. This trend in 
NOR is similar to that of the trend in NON 
which exhibited a decline in volatility from 
1.027 in P1(1995-99) to 0.460 in P2 (2000-
04) followed by a sharp increase in P3 
(2005-09) to 2.004 again followed by a fall 
in P4 (2010-14) to 0.467. The volatility in 
NET exhibited a mixed trend which 
displayed a sharp rise from 0.283 in 
P1(1995-99)  to 7.476 in P2 (2000-04). This 
is followed by a sharp decline to 0.136 in P3 
(2005-09). An increase in volatility of NET 
is again noticed from 0.136 in P3 (2005-09) 
to 0.510 in P4 (2010-14). The decreased 
volatility in NOR from P1(1995-99)  to 
P2(2000-04) can be attributed to the 
decreased volatility of NON whose share in 
overall volatility has reduced to an extent of 
42 per cent (0.097-0.056). Whereas, on the 
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other hand, NET has shown 32 times 
increase in its share of overall volatility 
from P1(1995-99) to P2(2000-04) i.e. 
(0.136-4.372).  The increased volatility of 
NOR from P2(2000-04) to P3(2005-09) may 
be ascribed to the increased volatility of 
NON whose share in the former increased 
by around 3 times (0.056-0.191) whereas the 
share of NET in overall volatility has shown 
a drastic fall by 98 per cent  (4.372-0.065). 
The fall in overall volatility of NOR from 
P3(2005-09) to P4(2010-14) is due to the 
reduced contribution of both NON and NET 
in overall volatility whose share has reduced 
by 82 per cent (0.191-0.034) and 94 per cent 
(0.065-0.004) respectively. The co-variance 
between NON and NOR is observed to have 
decreased over years except the period 
P2(2000-04) where the covariance is found 
to be rising from .193 to .702. In the later 
period i.e. P3(2005-09) and P4(2010-14), 
the co-variance is found to be negative. The 
negative co-variance between the two 
sources of revenue means reduced overall 
volatility.  Above analyses indicates that a 
greater focus on non-traditional activities 
brings stability of returns. Hence NON is 
found to have greater potency of stabilizing 
the revenues of the banks.  
 
 
 
 
 
 
 
Table: 2 
Decomposition of Overall Volatility 
P1 (1995-1999) 
Variables Non-Interest Income (NON) 
Net Interest 
Income (NET) 
Net Operating 
Revenue (NOR) 
Covariance 
(NET.NON) 
 
Variance/Co-
Variance 1.027 0.283 .364 .193 
Share of Variable to 
Volatility .097 .136 - .082 
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P2 (2000-2004) 
Variables Non-Interest Income (NON) 
Net Interest 
Income (NET) 
Net Operating 
Revenue (NOR) 
Covariance 
(NET.NON 
Variance/Co-
Variance .460 7.476 .023 .702 
Share of Variable to 
Volatility .056 4.372 - .376 
P3 (2005-2009) 
Variables Non-Interest Income (NON) 
Net Interest 
Income (NET 
Net Operating 
Revenue (NOR) 
Covariance 
(NET.NON 
Variance/Co-
Variance 2.004 0.136 0.248 -0.015 
Share of Variable to 
Volatility .191 .065 - -0.007 
P4 (2010-2014) 
Variables Non-Interest Income (NON) 
Net Interest 
Income (NET 
Net Operating 
Revenue (NOR) 
Covariance 
(NET.NON 
Variance/Co-
Variance 
0.467 0.510 0.196 -0.122 
Share of Variable to 
Volatility 0.034 .004 - -0.071 
 
 Correlation Coefficient of NON and 
NET: 
It is necessary to analyze the correlation 
coefficient of NON and NET, as a positive 
correlation between the two may hint 
towards increased focus of banks on “cross 
selling” which involves offering both 
tradition and non-traditional services of a 
bank to same group of customers / industry 
subject to similar risk. If non-interest 
income is expected to play the diversifying 
role for a bank then, a negative/low 
correlation between NET and NON would 
evidence the same. Thus a cross sectional 
correlation between NON and NET is 
estimated for each year 1995-2013. Table 5 
reflects that the coefficient correlation 
between NON and NET have been 
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decreasing over the years. From a higher 
positive correlation of 0.75 in 1995-99, it 
has reduced to 0.47 in 2000-04 where after a 
negative correlation between the two sets in 
i.e. -0.037 in 2005-09 and -0.74 in 2010-13. 
This negative correlation between the two 
implies diversification benefit arising out of 
diverse stream of earnings that is; any 
unfavourable trend in one source of earnings 
shall be neutralized by the other.
TABLE: 3 
CORRELATION MATRIX  
1995-99 2000-04 
 NON NET Sig  NON NET Sig 
NON 1 0.7575** .004 NON 1 0.4732 .047 NET 0.7575** 1 NET 0.4732 1 
2005-09  2010-14  
 NON NET Sig  NON NET Sig 
NON 1 -0.0365* 0.015 NON 1 -0.7447
* 0.025 NET -0.0365* 1 NET -0.7447* 1 
** is significant at the 0.01 level(2-tailed), * is significant at the 0.05  (2-tailed) 
Note: NON= Non Interest Income and a high correlation with NET indicates less diversification benefit and vice-
versa. & NET= Net Interest Income is the difference between interest earned and interest expended of the bank.  
 
Findings & Conclusion 
This study is primarily concerned 
with finding out the trend and volatility of 
different sources of income of banks 
operating in India with a sample of 40 
commercial banks for a period of 20 years 
from 1995 to 2014. The study uncovers the 
fact that The Net Operating Revenue (NOR) 
exhibited an increasing trend in its growth 
rate over the study period. Likewise, all 
other sources of revenue viz; Net Interest 
Income (NET) and Non-Interest Income 
(NON) have also registered positive growth. 
The trend in the proportion of NET to NOR 
as well as NON to NOR is found to be 
roughly constant at the aggregate level, but 
periodical analysis reflects the different 
results, a very volatile results. Within the 
sources of  NON the proportion of 
COM/NON and OPFIN/NON reflects a 
opposite trend. With regards to volatility, 
NOR is found to be volatile over years and 
the increasing volatility of NOR is ascribed 
to the increasing volatility of NET in most 
of the years. A negative co-variance 
between the NET and NOR is also observed 
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over years which means tendency towards 
reduced overall volatility. So in order to 
cope up with the rapidly changing business 
environment within which a bank is to 
function requires it to orient itself to the 
changing needs. Diversification is one the 
strategic strategy which can be espouse by 
banks in India and this might help them to 
reduce the degree of volatility in earnings. 
Diversification has become the need of the 
hour. Thus by simply emphasizing all its 
efforts to traditional/loan based activity may 
make it functionally obsolete.  
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